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Foreign Direct Investment (FDI) is a valuable tool for development especially in 
developing countries such as Ghana. FDI has the ability of dealing with two major issues 
which are, shortages in financial resources and technology skills, thus, it is the center of 
attention for policy makers in low-income countries, through various channels. FDI in 
particular helps add to the already existing resources for investment and capital formation. 
The objective of this paper is to study the trends in the distribution of FDI in the mining 
sector in Ghana over the past few years, and how it has helped improved the economy 
both domestic and international. It measures the activities of the mining sector in helping 
build a better economy.  
 
The study reveals that FDI in Ghana continues to be concentrated in the Mining sector. In 
terms of the regional distribution, Greater Accra continues to account for the bulk of FDI 
flows. It follows therefore that a lot of effort ought to be made in order to attract FDI into 
sectors, which has a high potential of creating the necessary linkages between the various 
sectors of the economy. Also the investment potentials of other regions apart from Accra 
have to be exploited in order to enhance their ability to attract investment. By this, the 
poverty reducing effect of FDI can be effectively realized. 
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CHAPTER 1 Introduction 
 
1.1 Motivation (or Background) 
Foreign Direct Investment (FDI) is regarded as a major stimulus to economic 
growth in developing countries. FDI in most cases deals with two major hindrances 
facing an economy. The first is shortages of financial resources and then technology and 
skills. Therefore, in trying to deal with these two major problems, FDI has been made the 
centre of attention by policy makers especially in developing countries. The main aim of 
FDI is to help add to resources which are available for investment and capital formation, 
and as well help to transfer technology, skills and innovative capacity and organizational 
and managerial practices between countries. 
FDI as well helps host countries to access international marketing networks. 
 
African countries have become more accommodating toward foreign direct 
investment (FDI) over the last 10-15 years, as evidenced inter alia by changes in their 
regulatory regimes. The reorientation was set in the context of a more general shift in 
attitudes toward the private sector, and it reflects an increasing realization (also found in 
the Monterrey Consensus) that private international capital flows are likely to be a key 
source of development finance in the future. The changing stance toward FDI has also 
given rise to a proliferation of investment promotion agencies, special economic zones 
and other targeted mechanisms by which African countries aspire to attract foreign 
investors. The government of Ghana embarked on a regulatory reform process in 1983, 
one of the first elements of which was to enshrine judicial independence in the 
constitution. By the same token, foreign and domestic investors alike gained access to 
legal recourse.1 In 1994, a national Investment Code was implemented, which eliminated 
the need for prior approval of direct investment projects, eased company establishment 
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and provided incentives and guarantees to investors.
 
In the same year the government 
created the Ghana Investment Promotion Centre (GIPC). The GIPC deals with all aspects 
of the FDI regulatory framework, except in minerals and mining; oil and gas; and the free 
zones. FDI consequently soared from a yearly average of USD 19 million during the 
period 1980-1993 to USD 128 million in 1994-2002, and gross capital formation rose 
from 10 to 22 per cent of GDP. 2 
 
As a developing country, Ghana has undergone different phases of economic 
transitions to reach where she is now. In trying to open the economy to better and freer 
external trade, there had been economic reforms which focused on globalization. This 
was not only realized in external trade, but also seen in terms of capital flows, technology 
transfer, aids and grants, international migration and so on. Such areas have seen greater 
expansion in the reform periods. 
1.2 Need for the study 
Ghana has an abundance of mineral resources: gold, diamonds, bauxite, 
manganese, oil and gas, naturally occurring sea salt, limestone/cement. Ghana has a long 
history of mining, especially for gold. Gold from West Africa was traded to Europe at 
least as early as the tenth century. Most of this gold came by Sahara caravan, the original 
sources being the kingdoms of Ghana, Mali, and Songhai. In the early colonial time, it is 
thought that annually more than a quarter of a million ounces of gold reached Europe 
from African sources. Based mainly on native workings, numerous gold deposits, both 
bedrock and placer, were rediscovered during the latter part of the nineteenth century 
throughout Senegal, Guinea, Sierra Leone, Ghana, Nigeria, and the other nations of the 
Gold Coast.  
The Precambrian auriferous Tarkwa conglomerates of Ghana were developed in a 
modern way during the period 1876-1882 by Pierre Bonnat, the father of modern gold 
mining in the Gold Coast. In 1895, Ashanti Goldfields Corporation began work in the 
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Obuasi district of Ghana, developing the Ashanti and other mines, which have produced 
the largest proportion of gold since 1900 in the countries of the Gold Coast. All of these 
deposits are of Precambrian age.3 This study will examine the activities of the mining 
industry of Ghana in relation to foreign direct investment, and how these have helped 
build the economy.  
1.3 Nature of the problem 
While the FDI role in the mining sector in the promotion of growth in Ghana’s 
mineral export and foreign exchange is indisputable, however, the sector is yet to make 
any impact on the country’s overall economy. Despite the massive foreign direct 
investment of over US$2 billion in mineral exploration and mine development during the 
last decade, representing over 56% of total FDI flows into the country and again in spite 
of the fact that the mineral sector has become the largest foreign exchange earner and has 
overtaken cocoa as number one foreign exchange earner contributing over 41% of total 
annual foreign exchange earnings of the country, yet its contribution to the country’s 
GDP is a meager 1.5% since 1993, compared to GDP of 36% agriculture.4 There is lack 
of linkage between the mining sector and the rest of the internal economy of Ghana. The 
input of capital into the sector has not been translated into significant increase in 
employment. Labor-intensive underground gold mines have been replaced by surface 
mining which is capital intensive and employs relatively few people. State owned mines, 
now privatized, aim to maximize profits and have retrenched more than half their 
workforce, many of whom have moved to the informal sector. 
1.4 Background of the study 
FDI to developing economies in West Africa for example increased from $1.9 
billion in 1995 to about $15.8billion in 2006. The market capitalization of emerging 
market countries almost tripled from about $2 trillion to about $5 trillion over the same 
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period. These foreign investors have emerged as major participants in emerging stock 
markets through purchase of existing equity or recovery of their investment by selling 
equity in capital markets, but the extent of their impact on emerging stock market 
development of developing countries has receive little attention. In as much as FDI is of 
great importance to developing countries, the inflow has witnessed persistent decline over 
the past few years. FDI flows into Africa declined to about $11 billion in 2002 after 
reaching $19 billion in 2001. Because of this, Africa’s share of global FDI fell from 2.3 
percent to 1.7 percent5  
This means that competition to attract FDI has increased in developing countries 
and has become more competitive in the international financial market. 
In Ghana, FDI is aimed at creating a good environment to boost investors’ confidence. 
Therefore, the government of Ghana has enlarged the scope of FDI through the reduction 
of the number of industries closed to foreign investors. 
The major concern of this study is to access whether FDI has any positive impact on the 
Ghanaian economy in addressing national problems such as unemployment and poverty 
reduction. 
1.5 Significance of the study 
In the last decade, there has been an upsurge in mining activity in Ghana. This is 
because of new foreign investor attractive mineral codes and the massive FDI inflow into 
the mining sector. This not withstanding, the economic benefit from this great upsurge is 
like a nightmare to the population, except there policies which will ensure that the mining 
sector contributes to the national economy with the least negative consequences to the 
public as possible. This can only be achieved if other sectors of the economy are linked 
with the mining sector so that the GDP of the country will be increased. 
                                                 

















1.6 Objectives of the study 
The main objective of this study is to first of all, discuss the activities of the 
mining industry in Ghana. Then analyze how the mining sector helps in developing the 
economy as a whole. Furthermore, this study will try to outline the effect of the activities 
of the mining sector on the economy as well.  
1.7 Limitation of the study 
The main limitation of this study is the unavailability of adequate data especially 
on social and environmental damage on those mining communities as a result of surface 
mining operations in the past. Also current statistics on mining activities may not be up to 
date.  
1.8 Literature review 
In recent years, there have been inadequate resources to finance development in 
Africa. Poverty reduction has been an area of much concentration for African leaders, as 
well as other Millennium Development Goals (MDGs), which seems difficult to achieve 
by the year 2015, FDI has reached a level where it has become very important in all 
African countries’ economy being implemented by policy makers at the national, regional 
and international levels.6  
 
FDI in connection with economic growth has tickled more empirical studies on 
both developing and developed countries. Mello, (1997, 1999) conducted an empirical 
study on such connection of FDI and economic growth and the relationship between the 
two variables. 
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Asiedu (2002, 2003) also discusses the determinants of FDI, the relationship 
between policy reforms and FDI in the case of Africa. He explains the connection of FDI 
and economic growth by explaining what determines both variables, and the role of 
transnational companies (TNCs) in host countries.  
Chowdhury and Mavrotas (2005) have suggested that individual country studies be done 
to examine the causal links between FDI and economic growth since it is country specific. 
 
According to Blomström and Kokko, (2003) and Borenzstein, De Gregorio, and 
Lee (1998), the contributions of FDI to the development of a country are widely 
recognized as filling the gap between desired investment and domestically mobilized 
saving, increasing tax revenues, and improving management and technology, as well as 
labor skills in host countries. These could help the country to fight its way out of poverty 
(Borenzstein, De Gregorio, and Lee. 1998). 
 
Ghana has been an African front-runner in the mid 1990s but slipped into 
economic crisis in 1998 and is in the process of recovering. Since the government 
promised to create a golden age for businesses through private sector development, 
regional integration and good governance, it has thrilled investors and has led to increase 
in FDI inflows. (UNCTAD 2003) 
 
Ghana is well endowed with many valuable natural resources, and is strategically 
well placed for access to markets in Europe and the rest of Africa. Investors can benefit 
from increased regional integration - which opens new potential linkages throughout 
West Africa - beyond the traditional boundaries that previously separated the region. 
They can also benefit from recent measures for improved access to markets in Europe 
and the United States. Ghana clearly has the potential to regain its position as a front 
runner in Africa for FDI. However, it needs to recover lost ground, by improving its 
economic performances.7 
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Empirical studies suggest that FDI is very important because it provides a source of 
capital and complements domestic private investment. Many studies (e.g., Blomström 
and Kokko, 2003; Chen and Démurger, 2002; and FAO, 2001), conclude that FDI 
contributes to total factor productivity and income growth in host economies, over and 
above what domestic investment would trigger. These studies find, further, that policies 
that promote indigenous technological capability, such as education, technical training, 
and R&D, increase the aggregate rate of technology transfer from FDI and that export 
promoting trade regimes are also important prerequisites for positive FDI impact. 
 
The Bank of Ghana, (2004) established the sector allocation of credit for August 
2004 for which mining and quarrying received 3.0percent of credit. Thus examining the 
low rate of total credit allocated to the mining sector of Ghana. 
Anokye and Tweneboah (2009) examined the impact of FDI on stock market 
development in Ghana and they argued that the concentration of FDI in the mining sector, 
which does not generate direct growth impacts on the wider economy, has been cited as 
the reason for negative effect of FDI in the economic growth. Their results had several 
policy implications. For instance, it supports policy maker’s decision to slash restriction 
for the non-resident investors for listed companies. This will attract major investors to 
other sectors of the economy to bring the needed growth in the exchange market and the 
economy as a whole. Also policy makers should find other strategic plans to increase FDI 
stock, thus, retaining FDI and offering incentives for long term investing and listing on 
the stock market. 
Elizabeth Bastida, Thomas Walde, and Janeth Warden-Fernandez (2004) in their book 
compile more than sixty papers. The book reflects a range of approaches and experiences 
in mineral-rich countries on mineral law and policy. The book is divided into three chapters 
but it is the articles in chapter one that is relevant to my research work. The various authors 
discuss the past and current trends in legal regimes applicable to the exploration and 
exploitation of mineral from both international and comparative perspectives. It was clear 
from the articles in this chapter that there is a growing consensus that foreign direct 
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Koh Naito and Felix Remy, (2001) reviews the bank’s experiences in legal and 
fiscal reforms in mining globally. The authors discuss the results of a global survey on 
mining reform and its relationship to exploration worldwide. The objective of the survey 
which covered thirty five countries was to develop a comprehensive and objective 
methodology for evaluating the impact of mining sector reforms. The authors conclude 
that long term success in attracting private investment in mineral exploration depends on 
how a mineral-rich country adapts its legal, fiscal and institutional framework to the 
challenges of competitive global markets for capital and mineral products.  
 
The World Bank Industry and Mining Division-Industry and Energy Department, 
(1994) examines the strategies that African countries should adopt in if they are desirous 
in developing their mineral resources. It explores a wide range of measures that African 
countries must put in place to enable them compete favorably for global mining capital. 
The report particularly highlights the need for a comprehensive mining law which grants 
mineral rights according to well-defined criteria rather than governmental discretion 
among other factors. What is essentially useful about this report to my thesis project is 
that it discusses the lessons from country experience of Ghana and even Chile although 
the focus was on Africa. 
 
Lastly, Thomas Akabzaa and Abdulai Darimani (2001) concludes that mineral 
policy reforms in Ghana have contributed to an enormous increase in mining investment 
but there has not been a corresponding review of environmental policies to take account 
of the damage caused to the environment and to sources of livelihood. Similarly, the 
increase in mining investment has resulted in a significant increase in gold production 
and the generation of external earnings. However, the wealth generated does not benefit 
either the national economy or communities located near the mines. The consequences 
have been a deepened crisis of health and environmental sustainability, social upheavals 
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